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HIGHLIGHTS 


EARNINGS AND DIVIDENDS 1978 1977 
Net Incomes sac .cccck oe ae eee $ 4,940,040 $ 5,497,041 
Common Shares Outstanding............ 2,822,122 2,822,122 
Earnings per Common Share ............ $ 125 ees 1.44 
Dividends per Common Share ........... $ 80 $ .80 
Dividends per Preference Share .......... $ 1.00 §$ 1.00 
Dividends per 

second Preference’Sharewa. a4. ee: $ 2.50 $ 2.61 


REVENUES AND CUSTOMERS 


Total Revenue. eee $ 70,736,316 $ 53,093,875 
Total Gas:Sales Revenuiel a... eee $ 69,401,952 $ 51,621,709 
Total Gas Sales Volume (MMcf) .......... 46,362 43,173 
Number of Gustomets.. =e eee 74,252 71,451 
Degree Days: (base 18:C) =a) 4,191 3,763 


PROPERTY, PLANT AND 


EQUIPMENT 
Additions for the Year =)... ee $ 5,904,741 $ 8,257,079 
Total Investment; 32 a eee $118,116,169 $112,739,727 


ANNUAL MEETING 


11:00 a.m. (Vancouver time) October 26, 1978, 
Vancouver Hotel, Vancouver, B.C. 


| COVER 


| 6 year old Erin Mahoney 
is the model for our cover 
photo taken during the 
filming of a television 
commercial at Inland’s 
Kelowna gate station. 


Erin is the anchor 
personality for your 

_ Company’s advertising 

_ program which promotes 
responsible attitudes 
towards energy con- 
servation and links 
Natural Gas with a new 
generation of consumers. 
The new theme was given 
the slogan ‘’Planning now 
for generations to come’. 


regulatory body sufficient to merit 

investor confidence in the 

Company. We feel that this will 
e investment 
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accounting changes are generating 
additional internal funds. 


The Commissigy 
~“ ales to Cialis 


which will 
downward 
has taken 


Kootenay Link. As mentioned above, the Link has been 
in constant use transporting gas for Westcoast Tran- 
smission Company Limited and Columbia Natural Gas 
Limited. 


Restatement of Prior Year’s Income Taxes 

In accordance with the Company’s previous policy un- 
der the taxes payable method, income tax recoveries 
relating to tax losses, which resulted primarily from the 
claiming of excess capital cost allowances and other 
timing differences, were carried forward or backward to 
profitable quarters. Thus, the estimated tax losses for the 
June quarter were carried back to reduce taxes in the 
profitable March quarter. 

As a result of the change in method of accounting for 
income taxes to the tax allocation basis (referred to in the 
September quarterly report to shareholders) and due to 
the interrelationship of timing differences in the 
calculation of current and deferred income taxes, the 
method of providing for current income taxes in interim 
periods has been changed to reflect tax recoveries in the 
respective unprofitable periods. 

Income taxes for the corresponding period in 1977 
have been restated to conform with this policy, and has 
resulted in a reduction of earnings per common share for 
the March 1977 quarter of 12¢, and a corresponding in- 
crease of 12¢ for the June 1977 quarter. 


ring the year. 
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of December 


as finds in 


ada and in 


Outlook 

The last quarter of the Company’s fiscal year has 
traditionally shown a loss per common share. Last year, 
however, the Company earned 24 ¢ (restated) per common 
share in the quarter ending June 30, 1977. This 
unusual occurrence was largely brought about by the 
restatement of prior year’s income taxes referred to 
above, a capital gain from the sale of property, and tran- 
sportation revenue for the wheeling of gas for Westcoast. 
The Company does not anticipate any such revenues from 
the latter two sources in the final quarter this year. 


For the Board of Directors 


TAG EE age 


Chairman of the Board 


INLAND 


NATURAL GAS CO. LTD. 


President 


Vancouver, B.C. 
May &, 1978 
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Vancouver, B.C. September 28,1978 


CONTEN me 
To Our Sha 
Directors’ R INLAND NATURAL GAS CO. LTD. and Wholly-owned Subsidiaries 
Financial Sti CONSOLIDATED STATEMENT OF INCOME 
Ten Year Sti Three Months Ended 
Communitic Mar. 31,1978 Mar. 31, 1977 
Corporate L REVENUE 
System May Sale sof: @as.c5.ccfce ie eee Oe one eee $22,440,590 $16,716,673 
ST PAaNspOrtation cTCVENUC! a. ees ee ee ee ee 241,299 463,782 
Other operating revenUe:ce 325s ee cee ene 183,233 107,821 
22,865,122 17,288,276 
EXPENSES 
Purchase. Of Gas) sssccsenccscteter te her nee Ge Ce een 13,705,877 9,772,266 
Operation, maintenance 
and administrative.>..04..+.25 ee ee ee 1,726,614 1,491,101 
Property, franchise anGrother taxes sear eae areca eee ee 915,594 746,561 
Depreciatione: iiacesiics Ry oe ere Se Oe 696,191 584,231 
Interestiand expense om long-terni GeOt eens ee 1,221,519 976,823 
Other interest.2..ee ee et ea ee 47,395 189,340 
Interest:charged to:constructioni.. eee ee (3,873) (9,308 ) 
18,309,317 13,751,014 
Income before incometaxes. = ee , ee 4,555,805 3,537,262 
Income taxes* 
Currents a So eee oe OE Ome See ea 1,914,607 1,362,617 
Deferred. piece tied ieee ote eee ee eee 402,092 — 
2,316,699 1,362,617 
NET INCOME soy i's. eco tae eo eeeeees een, eee 2,239,106 2,174,645 
Dividends declared 
on preference shares genes eee eee 350,000 350,000 
$ 1,889,106 $ 1,824,645 
EARNINGS PER COMMON SHARE ee cece cece sent seeee $ 0.67 $ 0.65 
Common shares outstanding on 
March 31 stiiiccn el nce ee  e ee eee 28225422 2,822;122 
Total gas sales volume (Mcf) 
= Inland: <csete cee ee ee Sparen Se | ERE reer Ohl tue Gee! 13,265,774 12,421,783 
- Subsidiaries...) ssc ee ee 1,366,167 1,135:568 
*See Report To Shareholders 14,631,941 13,557,344 


The above statement has been prepared from the books of account 


_ responsible attitudes 
towards energy con- 
servation and links 
_ Natural Gas with a new 
generation of consumers. 
The new theme was given 
the slogan ‘Planning now 
for generations to come’’. 


‘unaudited. 


Nine Months Ended 
Mar. 31, 1978 Mar. 31, 1977 


$54,654,890 $39,664,043 
879,070 612,132 
393,233 369,327 
55,927,193 40,645,502 
34,067,924 23,337,860 
4,449,931 4,006,014 
2,318,749 1,930,786 
2,062,689 1,743,270 
3,254,496 3,037,945 
502,599 377,104 
(80,907) (16,467 ) 
46,575,481 34,416,512 
9,351,712 6,228,990 
3,345,278 1,750,024 
1,345,100 a 
4,690,378 1,750,024 
4,661,334 4,478,966 
1,050,000 1,094,000 
$ 3,611,334 $ 3,384,966 
$ 1.28 $ 1.20 
2,822,122 2,822,122 
34,263,403 31,903,180 
3,060,397 2,488,813 


37,323,800 34,391,993 


| AS dits001w 128 


accounting changes pertaining to 
income tax, depreciation, and 
overheads. The Company 
commenced normalized tax 
accounting and recorded additional 
depreciation in fiscal 1978. The 
timing of the implementation of the 
new method of accounting for 
overheads will be decided at our 
next Rate Hearing. These 
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Your Company is one of the 
leading British Columbia 
companies operating in the 
Province, and we consider it vital 
to the well being, not only of the 
Company, but to British Columbia 
in general, that we receive 
allowable returns from our 
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regulatory body sufficient to merit 
investor confidence in the 
Company. We feel that this will 
help to stimulate future investment 
in the whole of the province. We 
intend to do everything possible at 
the November Rate Hearing to 
achieve a rate of return which will 
ultimately reverse the downward 
trend in earnings that has taken 
place over the past two years. 


On a positive note, the petroleum 
industry activity in British 
Columbia set new records for the 
third consecutive year. This past 
year has seen record Crown 
Reserve sales, geophysical activity, 
and a record number of wells 
drilled. Significantly greater 
reserves of raw gas were added 
than gas produced during the year. 
The B.C. Ministry of Mines and 
Petroleum Resources now estimate 
remaining reserves as of December 
1977 to be 8.3 trillion cubic feet. 
This improvement in British 
Columbia reserves, together with 
the significant new gas finds in 
Alberta, are welcome 
developments for Canada and in 
particular your Company’s energy 
supply picture. 

At your Company’s Board Meeting 
in January 1978, the Board of 
Directors announced the 
appointment of Mr. Robert G. 
Brodie, President of Merit Oil Co. 
Ltd., as a Director of your 
Company. 

Your Board also approved the 
appointments of Mr. Geoffrey 
M.O. Solly, formerly the 
Company’s Chief Engineer, as 
Vice-President, Operations, and 
Mr. Clifford I. Kleven, the 
Company’s Treasurer and 
Controller, as Vice-President, 
Treasurer and Controller. 


Chairman of the Board 


it. 


President 77 7 


Vancouver, B.C. September 28, 1978 
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INLAND NATURAL GAS CO. LTD. anc 


REVENUE 
Sale’ Of: @aS...cg600 eevto ene ee eee 
‘Transportation revenue... eee ee 
Other operating revenue... --2..-2 


EXPENSES 

Purchase of @aS.:...¢..cee es Ge ee 
Operation, maintenance 

ANd aGMIniStrative.:s....-0-6) ee eee 
Property, franchise and other taxes................. 
Depreciation: ae ee ere 
Interest and expense on long-term debt............ 
Other interest... 2. ee ee eee 
Interest charged to construction...................... 


Income before income taxeS......................+ 


Income taxes* 
Currents: ccc eee 
Deferred i250 ae See eee 


NET INCOME ge te ee See 
Dividends declared 
on preference: shares...) ae eee 


EARNINGS PER COMMON SHARE...........:... 


Common shares outstanding on 
March (31st ici. eo eo ee 
Total gas sales volume (Mcf) 
=*Inland:s224e ee ee ee 
- Subsidiaries. A<<(s>3.00. ee ee 


*See Report To Shareholders 
The above stat 


TO OUR SHAREHOLDERS 


Earnings 

Comparative consolidated statements of income for th 
third quarter and the nine months ended March 31, 197 
form part of this report. Earnings per common share, ai 
ter provision for dividends on preference shares, ir 
creased during the quarter from 65¢ (restated) to 67 
and from $1.20 (restated) to $1.28 for the nine mont 
period. 


Common Share Dividends 

We are pleased to report that by resolution dated Apr 
18, 1978, the Directors of your Company declared Qua 
terly Dividend No. 58 at the rate of 20% per commc 
share payable on May 15, 1978 to shareholders of recor 
at the close of business on April 28, 1978. 


Revenue 

Inland’s sales volume for the nine months under revie 
totalled 34,263,403 Mcf, an increase of 7.4% over tk 
same period last year. The increase was due in part to tl 
addition of approximately 3,000 residential and con 
mercial customers, and weather that was slightly cold 
than normal and considerably colder than experienced | 
the previous nine month period. The majority of the i 
creased sales volume, however, resulted from sales 1 
Columbia Natural Gas Limited by way of the Ea 
Kootenay Link. So far this year we have sold to Colun 
bia approximately 2,600,000 Mcf compared to 800,00 
Mcf last year. At the present time sales to Columbia hay 
ceased, and the possibility of any future sales will deper 
upon the price to Columbia of their normal source « 
Alberta gas relative to the price of gas available fro 
Inland. The increased volumes in the above mentione 
categories were somewhat offset by lower sales to ot 
large industrial customers. 

While sales volumes increased, the revenue from gi 
sales increased dramatically due to the flowing through ' 
our customers of wholesale price increases during tl 
period under review. These price increases, of cours 
resulted from increases in the wholesale cost of gas pu 
chased and result in no additional profit to the Compan 

Transportation revenue has also increased. Th 
revenue is derived from the transportation of gas fi 
Westcoast Transmission Company Limited through tl 
East Kootenay Link as described in previous report 
This transportation of gas from Westcoast has no 
ceased, and whether it will materialize again next wint 
remains uncertain. 


Expenses 

Operation, maintenance and administrative expens 
have increased approximately 10% during the 9 mont 
under review. A significant portion of this increase is t) 
result of extended compressor station operation al 
related costs due to the increased use of the Ea 
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TO OUR 
SHAREHOLDERS 


R.L. Cliff and R.E. Kadlec. 


Earnings per common share 
declined to $1.25 from $1.44 last 
year and from $1.56 in the previous 
year. The trend in decreasing 
earnings results mainly because 
inflationary cost increases beyond 
the control of the Company have 
not been recovered by the existing 
tariffs set by our regulatory agency. 
In addition there has been a 
minimum growth in actual sales of 
gas. Dividends per common share 
remained at the rate of 80¢ which 
was established in April of 1975. 


In the last Annual Report to 
Shareholders, the Company 
outlined the results of its Rate 
Hearing and the Decision rendered 
by the B.C. Energy Commission on 
August 31, 1977. Basically, the 
Company was successful in 
obtaining the Commission’s 
permission to implement certain 
accounting changes pertaining to 
income tax, depreciation, and 
overheads. The Company 
commenced normalized tax 
accounting and recorded additional 
depreciation in fiscal 1978. The 
timing of the implementation of the 
new method of accounting for 
overheads will be decided at our 
next Rate Hearing. These 


accounting changes are generating 
additional internal funds. 


The Commission set rates exclusive 
of sales to Columbia Natural Gas 
Limited to allow a return on rate 
base of 10%. The Company was 
very disappointed in the low return 
allowed and the manner in which 
the rates were determined. We 
were concerned that we might not 
earn even the 10% allowed and 

in fact had it not been for substan- 
tial sales to Columbia this would 
have been the case. 


On July 28, 1978, the Company 
filed with the Commission an 
Application for Interim Rate Relief 
amounting to approximately 
$3,200,000 on an annual basis to 
commence August 15, 1978 and at 
the same time filed material in 
support of Permanent Rate Relief 
asking for a Decision no later than 
October 15, 1978. The commission 
by Order dated August 11, 1978 
allowed Interim Rate Relief 
amounting to approximately 
$1,500,000 on an annual basis, less 
than half the amount requested, to 
commence September 1, 1978. The 
Order set down a Public Hearing to 
commence November 7, 1978 in the 
City of Penticton. This Order by 
the Commission will make it almost 
impossible to achieve even a 10% 
return during the coming year and 
will lead to a further diminution of 
the Company’s earnings. The 
Company’s Application for 
Permanent Rate Relief requests a 
rate of return on rate base of 1074 % 
which the Company feels is fair 
and reasonable in relation to other 
utilities in Canada and the 
Company will again ask the 
Commission to consider the 
Application on a forecast test year 
basis rather than on historic 
figures. This method has been 
found acceptable by many North 
American regulatory bodies and 
the Company feels it is the best way 
to minimize regulatory lag in an 
inflationary environment. 


Your Company is one of the 
leading British Columbia 
companies operating in the 
Province, and we consider it vital 
to the well being, not only of the 
Company, but to British Columbia 
in general, that we receive 
allowable returns from our 
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regulatory body sufficient to merit 
investor confidence in the 
Company. We feel that this will 
help to stimulate future investment 
in the whole of the province. We 
intend to do everything possible at 
the November Rate Hearing to 
achieve a rate of return which will 
ultimately reverse the downward 
trend in earnings that has taken 
place over the past two years. 


On a positive note, the petroleum 
industry activity in British 
Columbia set new records for the 
third consecutive year. This past 
year has seen record Crown 
Reserve sales, geophysical activity, 
and a record number of wells 
drilled. Significantly greater 
reserves of raw gas were added 
than gas produced during the year. 
The B.C. Ministry of Mines and 
Petroleum Resources now estimate 
remaining reserves as of December 
1977 to be 8.3 trillion cubic feet. 
This improvement in British 
Columbia reserves, together with 
the significant new gas finds in 
Alberta, are welcome 
developments for Canada and in 
particular your Company’s energy 
supply picture. 


At your Company’s Board Meeting 
in January 1978, the Board of 
Directors announced the 
appointment of Mr. Robert G. 
Brodie, President of Merit Oil Co. 
Ltd., as a Director of your 
Company. 

Your Board also approved the 
appointments of Mr. Geoffrey 
M.O. Solly, formerly the 
Company’s Chief Engineer, as 
Vice-President, Operations, and 
Mr. Clifford I. Kleven, the 
Company’s Treasurer and 
Controller, as Vice-President, 
Treasurer and Controller. 


Chairman of the Board 


fh: 


Vancouver, B.C. September 28,1978 


DIRECTORS’ 
REPORT 


REVENUE 


Consolidated gross revenue for the 
ear under review amounted to 
$70,736,316 compared to 
$53,093,875 for the previous year. 
Revenue from gas sales, most of 
which is derived from the parent 
company, rose to $69,401,952 from 
$52,621,709 a year ago. The major 
part of this gain resulted from 
increased gas purchase costs which 
flowed through to our customers 
with the consent of the B.C. Energy 
Commission with no resulting 
effect on the net income of the 
Company. To a lesser extent 
revenues from gas sales increased 
as a result of an increase in the 
Company’s retail rates following a 
Public Hearing before the B.C. 
Energy Commission. These rates 
came into effect on September 
1, 1977 as a result of the Com- 
mission’s Decision of August 31, 
1977. Substantial gas was sold to 
Columbia Natural Gas Limited via 
the East Kootenay Link resulting 
in revenue of approximately 
$3,200,000. Inland’s sales volume to 
its customers, exclusive of that sold 
to Columbia, was approximately 
40,000,000 Mcf, which was a very 
slight increase over the previous 
year. Residential and commercial 
sales volumes rose approximately 
10% due to the addition during the 
year of 2,800 new customers and 
weather, that while close to 
normal, was 11% colder than the 
previous year. 


Industrial sales volumes were 3% 
lower than last year. This reduction 
mainly reflects an increased usage 
of hog fuel and more efficient use 
of natural gas by our forest 
industry customers. 


Transportation revenue increased 
slightly to $879,070. This 
transportation revenue is mainly 
derived from an arrangement 
whereby Inland delivers quantities 
of gas from Alberta into its service 
area for consumption by Inland 
customers through its pipeline 
connection at Yahk. This allows 
our major supplier, Westcoast 
Transmission Company, to reduce 
deliveries to Inland and increase 


deliveries by equal quantities of 
such gas to the U.S. border to help 
alleviate the shortfall in supply to 
its U.S. customer. Westcoast pays 
Inland a transportation fee for this 
service. 


Other Operating Revenue resulting 
from the Company’s appliance 
program, customer connection 
charges and late payment charges 
amounted to $455,294 compared to 
$646,216 a year ago. Last year’s 
Other Operating Revenue included 
some non-recurring gains from 

the sale of certain properties by 
Inland and its subsidiary, Inland 
Development Co. Ltd. 


EXPENSES 


Purchase of Gas 


The cost of gas purchased during 
the year was $43,954,669 compared 
to $31,254,750. This increased cost 
is almost entirely attributable to 
wholesale price increases brought 
about by Provincial government 
proclamation as a result of 
recommendations by the B.C. 
Energy Commission. These 
wholesale price increases have 
resulted in higher wellhead prices 
which has stimulated exploration 
and development of British 
Columbia gas reserves. These 
wholesale price increases are 
flowed through to our consumers 
with the consent of our regulatory 
body. The East Kootenay Link was 
utilized during the winter to bring 
in approximately 700,000 Mcf of 
peaking gas from our Alberta 


2 


Forecasting and dispatching day to day gas volumes takes place in this Vancouver control center. 


supplier, thereby minimizing 
demand charges and improving the 
load factor of gas purchased from 
Westcoast. Your Company has not 
experienced a cold winter since the 
construction of the East Kootenay 
Link and therefore its full potential 
as a peak shaving facility has not 
yet been realized. Under our 
contract with Alberta and Southern 
Gas Co. Ltd., the Company has 
available 2,500,000 Mcf of gas for 
peak shaving purposes during the 
winter months. This gas must be 
returned during off-peak months, 
and at the time of writing this 
report, the 700,000 Mcf’s utilized 
last winter had been returned. 


Operation, Maintenance, 
Selling and Administrative 


The year under review saw 
operation and maintenance 
expenses rise from $3,511,825 to 
$3,884,858 and selling, general and 
administrative expenditures rise 
from $1,751,162 to $2,258,494. The 
operation and maintenance 
increase of approximately 10% was 
mainly the result of normal cost 
increases although certain 
operating accounts such as gate 
station and compressor station 
operations increased quite 
materially due to the increased 
wholesale price of natural gas 
which is used to fuel these stations. 


There is a fairly substantial increase 
in general and administrative 
expenses which arises to a large 
extent because of costs pertaining 
to Public Hearings. Your Company 


went through a major Rate Hearing 
last year, a Field Price Hearing, a 
Franchise Hearing; and has had to 
intervene on a number of occasions 
in various Hearings of its supplier, 
Westcoast Transmission Company 
Limited. Proper preparation 
including the necessity of outside 
expert witnesses and legal counsel 
is costly but unavoidable in today’s 
regulatory environment and 
unfortunately will continue. 


While certain cost increases are 
difficult, if not impossible, to 
control the Company continues to 
strive for improved efficiency and 
economies in its operations 
wherever possible. The cost of 
salaries, wages and related 
employee benefits increased only 
marginally over that of last year. 
Although wage rates increased 
during the year, the Company’s 
average work force decreased from 
271 employees to 262. Seventy-six 
percent of Company personnel are 
Union members who are covered 
by two separate Collective 
Agreements; one with the Office 
and Technical Employees Union, 
and the other with the 
International Brotherhood of 
Electrical Workers. New 
Agreements have recently been 
signed with both Unions to expire 
on March 31, 1979 and September 
11, 1979 respectively. 


Property, Franchise and 
Other Taxes 


Inland continued to be a major 
contributor to the revenues of the 
municipalities it serves. During the 
year under review, the Company’s 
contributions to municipal 
revenues totalled $3,006,718. Of 
this amount, franchise fees alone 
amounted to $1,606,534, an 
increase of 28% over the previous 
year. The franchise fees are 
calculated at 3% of the total gross 
revenue from sales of natural gas 
within municipal boundaries. The 
significant increase in the 
wholesale price and thus to the 
retail price of natural gas has given 
rise to the increase in franchise fees 
during the year. 

The B.C. Energy Commission held 
an enquiry in October of 1977 into 
the matter of franchise fees paid to 


_TOTAL COST. OF FRANCHISE FEES — 


municipalities by gas utilities in the 
Province. The Commission 
subsequently issued an Order that 
franchise fees paid by gas utilities 
to the municipalities in which they 
operate be phased out over the 
next five years. In making its 
decision, the Energy Commission 
found that the existence of a 
franchise fee in selected utilities is 
discriminatory. Municipalities have 
appealed to the Court of Appeal of 
British Columbia that by making 
such an Order the Energy 
Commission has exceeded its 
jurisdiction. The Commission on 
July 13, 1978 issued a further Order 
in respect to franchise fees which 
instructs the gas utilities to 
continue to collect in their tariffs 
the full amount of the franchise 
fees. During the calendar years of 
1979 to 1982 the amount payable to 
municipalities will only be 80%, 
60%, 40% and 20% respectively of 
any franchise fee payable to a 
municipality in 1978; and further 
that gas utilities shall maintain in a 
separate account the difference 
between the liability resulting from 
the continuation of the present 
system and the payment made as 
outlined above. This difference is to 
be invested in short-term deposits, 
the revenue from which is to be 
added to the account from time to 
time as received. The utilities must 
retain the funds until disposition 
thereof is further ordered by the 
Commission. 


During the year the Provincial 
Corporation Capital Tax amounted 
to $120,782. 


PROPERTY TORS 


| Depreciation 


Consolidated depreciation 
amounted to $2,749,321 in 

the current year compared to 
$2,322,557 in the previous year. 
The majority of this increase 
resulted from the Decision of 

the British Columbia Energy 
Commission dated August 31, 
1977 whereby the Company was 
instructed to amortize over a 
five-year period commencing July 
1, 1977 an annual amount of 
$287,551 relating to depreciation 
which had not been recorded in 
the early years of the Company’s 
operation. The Company was 
previously providing for this 
depreciation over a 45-year period 
commencing July 1, 1963 in annual 
amounts of $46,379 in accordance 
with instructions from the former 
Public Utilities Commission. In 
addition the B.C. Energy Com- 
mission approved the Company’s 
request for higher depreciation 
rates on telemetering equipment 
and computer software. The com- 
posite depreciation rate in 1978 
was 2.33% compared to 2.30% 
Ine19 77. 


Interest and 
Expense on 
Long-Term Debt 


Interest and expense on long-term 
debt amounted to $4,473,709 
compared to $3,979,270 in the 
previous year. The increase results, 
for the most part, from the net 
effect of issuing $12,000,000 of 

9% % Sinking Fund Debentures 
and redeeming approximately 
$4,000,000 of 542% Sinking Fund 
Debentures. 


Other Interest 


During the year short-term capital 
was obtained by way of bank loans 
and the issuance of the company’s 
own commercial paper. Other 
interest amounting to $479,525 was 
somewhat lower than the previous 
year due to a lower level of short 
term borrowings as a result of 
obtaining long-term capital by way 
of the issue of the Series “A” 
Debentures. 


Income Taxes 


1978 1977 
Inland 
Current $3,092,259 $1,615,707 
Deferred 1,829,733 — 
4,921,992 1,615,707 
Subsidiaries 28,121 55,944 


$4,950,113 $1,671,651 


The Company’s 1977 Application 
to amend its tariffs included a 
request to change the method of 
accounting for income taxes in its 
accounts and for rate making 
purposes from the taxes payable 
basis to the tax allocation basis and 
to recover such additional taxes 
concurrently in rates charged to 
customers. The B.C. Energy 
Commission’s Decision dated 
August 31, 1977 instructed the 
Company to introduce deferred 
income taxes into its accounting 
system in the year ended June 30, 
1978. As a result of the foregoing, 
the Company’s current income 
taxes have increased from 
$1,615,707 to $3,092,259 including 
an amount of approximately $1.9 
million on the additional revenue 
required to provide for deferred 
income taxes. As noted above, 
deferred income taxes amount to 
$1,829; 733: 


FINANCING 


In November of 1977 your 
Company completed a $12,000,000 
issue of 978 % Sinking Fund 
Debentures, Series “A” which 
netted the company approximately 
$11,700,000. The proceeds of the 
issue were used to reduce bank 
loans and short-term notes, which 
indebtedness was incurred 
primarily to finance capital 
expenditures and the redemption 
of the 542% convertible Sinking 
Fund Debentures, Series ‘’A’’ 
which matured on February 15, 
1977. At the present time no 
further permanent financings are 
contemplated. Funds for the 
forthcoming year will be supplied 
through bank loans, the issuance of 
the company’s own commercial 
paper, along with internal cash 
generation. 
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Welder completes installation of a new main line valve on the outskirts of Kelowna. 


CAPITAL 
EXPENDITURES 


The capital program for the year 
under review totalled $6.9 million. 
Included in the program was the 
completion of a submerged 
pipeline crossing of Okanagan Lake 
at Kelowna and a new meter 
station to serve additional gas 
requirements at Inter-Continental 
Pulp Co. Ltd. and Prince George 
Pulp and Paper Limited. The 
Company also installed a second 
1100 H.P. unit at the Trail 
compressor station. This 
compressor will allow the 
Company to fully utilize the peak 
shaving capabilities of the East 
Kootenay Link and will provide 
additional security of service to the 
system. Also included in the capital 
program for the year was the cost 
of installing facilities to serve 2,800 
new customers. 


FUTURE CAPITAL 
EXPENDITURES 


The $6.2 million capital program for 
the coming year includes relatively 
few major projects. It does include 
provision for extending gas service 
to the Tranquille School system, 
west of Kamloops and the purchase 
of property for a future service 
centre in Vernon. Also provided for 


= 


in the budget is the installation of 
facilities to serve an estimated 3,000 
new customers. 


MARKETING 


A separate marketing department 
was formed this year with its prime 
objectives being the maintenance of 
your Company’s public image and 
market share. A totally new theme 
was developed for consumer 
advertising. The new theme 
“Planning Now for Generations to 
Come”, stresses that natural gas is 
the best energy value today and 
will continue to be the best energy 
value for future generations. 


Temporary employees embarked 
on a door to door canvass of homes 
on our gas mains that are still using 
fuel oil for space heating to 
demonstrate the advantages of 
natural gas. This program will 
increase our future revenue and 
provided summer employment, 
training and valuable experience 
for university students. 


Canadian Resourcecon Limited, a 
Vancouver based firm of economic 
consultants prepared a 
“Twenty-Five Year Forecast of 
Natural Gas Requirements 
1978-2002’ for presentation by the 
Company at the B.C. Energy 
Commission Oil and Natural Gas 
Price Hearing in June 1978. This 


New generation of gas furnaces conserve energy through higher overall efficiency. 


University marketing students were hired for the summer to survey non-gas homes for the purpose 
of soliciting conversions and to gather data on consumer attitudes. 


forecast predicts that over the 25 
year period population increases in 
Inland’s service area will continue 
to be well above the provincial 
average and in spite of reductions 
in the residential use per customer 
and increased use of hog fuel by 
the forest industry, your Company 
should enjoy a compounded 
annual growth rate of 2.6% over 
the forecast period. 


Consumer advertising and other 
Company programs continue to 
stress the need to use energy 
wisely and we are now seeing a 
major impact from energy 
conservation. The normalized 
residential annual use per customer 
was 131 Mcf for the year, a 
reduction of 6% from the high of 
139 Mcf in fiscal 1976. The 
Company forecasts a further drop 
to 125 Mcf per year in fiscal 1979. 
Energy Seminars for residential 
builders were put on throughout 
the Company’s service area. The 
purpose was to update builders on 
new insulation materials and their 
benefits. 


To better service the industrial 
market we have now added to our 
staff an Energy Utilization 
Engineer. One of his functions is to 
assist industrial accounts to better 
utilize energy. 


Approximately 96% of the 
shareholders of Preference and 
Common stock of the Company 
are resident in Canada. The 
distribution of each class of shares 
is set out below: 


Shareholders Shares 
Preference 


Canada 2,903 798,552 
WeSeA: 13 1,198 
Others 2 250 

2,918 800,000 

Common 

Canada 4,542 2,546, 144 
UES FA: 243 67,221 
Others 69 208,757 


4,854 2,022, 122 


WHOLLY-OWNED 
SUBSIDIARIES 


Peace River Transmission 
Company Limited 


The Company is an Inter-Provincial 
pipeline company and is subject to 
regulation by the National Energy 
Board. It purchases natural gas 
from Westcoast Transmission 
Company Limited and delivers it to 
the outskirts of the City of Dawson 
Creek in northeastern British 
Columbia where it is sold to 
Northland Utilities (B.C.) Limited 
for distribution in Dawson Creek 
and the surrounding area. 


Natural gas sales volume for the 
year under review was 1,235,940 
Mcf compared to 1,029,558 Mcef in 
the previous year. The normal 
weather experienced this past 
winter resulted in a return to 
normal sales: Net income for the 
year was $39,240 compared to 
$33,201 in fiscal 1977. 


The announcement by the 
Provincial Government that a new 
highway will be built from Dawson 
Creek to the Sukunka coal field 
area should result in an increase in 
activity in Dawson Creek. This 
should result in increased gas sales 
for the Company. 


Grande Prairie Transmission 
Co. Ltd. 


The Company is incorporated 
under the laws of the Province of 
Alberta and is subject to regulation 
by the Public Utilities Board of 
Alberta. It purchases natural gas 
from producers at various fields 
north of Grande Prairie in the 
Peace River area of Alberta and 
transmits it for resale by 
Northwestern Utilities Limited to 
the City of Grande Prairie and 
other communities in the 
immediate area. 


Gas sales volume for the year 
under review was 2,425,618 Mcf 
which was up from last year’s sales 
volume of 1,967,496 Mcf. A normal 
winter plus a cold wet fall and 
spring contributed to the increase 


led 


new plans and ideas. 


in sales volume. The Company set 
a new peak day average of 15,215 
Mcf during December, 1977. The 
Company experienced a profit of 
$47,307 compared to a loss last year 
Of $15,792. 


Two new wells were tied-in to our 
system and both wells produced up 
to their estimated capacity. Drilling 
activity in the area is still very 
active and the Company’s pipeline 
lies just within the area designated 
as the Elmsworth basin gas field. 


From all indications the City of 
Grande Prairie expects to 
experience an increase in its rate of 
growth over the next few years and 
therefore the Company can look 
forward to an increase in sales 
volume. 


Two additional new wells which lie 
within economic distance of the 
Company’s pipeline are being 
investigated. If they prove out, 
arrangements will be made to 
contract gas from them. 


Inland Development 
Co. Ltd. 


This subsidiary owns property in 
the Okanagan Valley. During the 
year under review the Company 
recorded a loss of $9,338. 
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Regular Management Committee meetings help resolve operating problems and create a forum for 


St. John Gas & Oil 
Co. Ltd. (NPL) 


This subsidiary holds minor 
interests in natural gas and oil 
leases in northeast British 
Columbia and participates in the 
production of natural gas and oil 
from these leases. Net profit for the 
year amounted to $10,050. 


TO OUR EMPLOYEES 


While the financial results for 

the year were disappointing, 
nevertheless the employees 
continue to work diligently to 
improve the situation. On behalf of 
the Board I wish to thank them for 
their dedication to the Company. 


For the Board of Directors 


VAAL 


Chairman of the Board 


September 28, 1978 


INLAND NATURAL GAS CO. LTD. 


and Wholly-owned Subsidiaries 


Consolidated Statement of Income 
For the year ended June 30 


REVENUE 1978 1977 
ONES 2:6 6) 2 2G Stee RRNA Gee ee A gre $69,401,952 $51,621,709 
Ot OTBEC NOI Sh witel Ses ee ae ee ree la, ot Saa Ts & ae SH Sa acd 879,070 825,950 
ME EO Pe Tonlae CVENUCt cn Ne, 0. ene) a. Sots etude Dared sO Patek ees ees 455,294 646,216 

70,736,316 53,093,875 

EXPENSES 
(ESS TUCGIE ES 9 RSIS te 8a Xe Naar aan a 43 954,669 31,254,750 
SRE MEA OGM ATN CN ANCE... bets a cs f acks omit a das 00 fh ods Asp de Bde bad hale d 3,884,858 3,511,825 
peer eneral and administrative 2 es he kc ee ese tee tle eet ee een nies 2,258,494 V7 >ie162 
Mme erancnise and other taxes oo. y.c iss a celek Go ae ad ce ee ae nese oe ee es 3,127,500 2,567,789 
SS TILOTS es oy Ae 8 meet RO, aA a 2,749,321 27322557 
fetest-ang expense'on long-tertirdebt .... 2... decid l eee Pee ee ieee 4,473,709 919797270 
MEM UNECE LP er eee Be sc a scot ik ad aie o dad is, av ava ee eee eee 479 525 568,512 
Meee Se AEP CC! CONCOUGITUCUOI Grote oot eb Soe Radha s ae e hw eds a ote we (81,913) 2 (0;682) 

60,846,163 45,925,183 
MR EO TORE TICOLIC LAXCS nas sc Os lin slew sl KWo d oi ievale SS WO Re eee eek a wn 9,890,153 7,168,692 
Income taxes (Note 1) 
Cr Er eet ae te at ea SO auth Tak ane SN Pees oll ety w real on 3,120,380 1,671,651 
| TRISES SERS 5 ora td BS 5 Seago a SA a 1,829,733 — 
4,950,113 T6727651 

NN OE Pe i 8G Whee coy: gd ase aiede of yews a He Ses Oe $ 4,940,040 $ 5,497,041 

EARNINGS PER COMMON SHARE, after provision 
DE EC CRIN IG CIOS tren so ore snc ies 6 glass ai ha GPR hamper ee shone aal alt $ 1.25 $ 1.44 

Consolidated Statement of Retained Earnings 
For the year ended June 30 
1978 1977 

BabANCE Al BEGINNING: OF YEAR \ os ce... hen cece eee mac's $16,628,268 $14,864,683 

Bere PEEL ECLA Ps oe ae tens A Coos FANN Sone Come Leuelh laa ayaa Sareea ee nar wine S 4,940,040 5,497,041 
21,568 ,308 20,361,724 

Bividends on 5 Jo preference Shares 2... .a 2. cee oe ge ee oe so Saeed 400,000 400,000 
Piicdends ons lUversecona preference Sliales co...) «afc awe ss seesniee ene aan 1,000,000 1,044,000 
Psidends on common’shares—®.80 per'share . 22... e eee ee cin enn ees 2,257 ,698 2,257,698 
Amortization of preference share issue costs .........--.52 0+ ee ees reese eee 31,820 31700 
3,689,518 3,733,456 

ee Gb eA rN) OLY HA Re cere cad ei caw tears eb cle eye aes $17,878,790 $16,628,268 


See accompanying summary of accounting policies and notes. 
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INLAND NATURAL GAS CO. LTD. 


and Wholly-owned Subsidiaries 


Assets 


GURRENT ASSEIS 
Cash oF sc docs c baie omcate 6 cco 6 are thste ge ule! 6 6 caer Da aera Ais Rice 
Accounts recelVable 5 ena oc oo Be cces opie) oy oe toes Oe ene mene oc oe ee eo 
Inventories of construction and operating materials and supplies, at cost .... 
Prepaid expenses: sii... 5 2po9.0 08 Ws cla op eee rea ee 


NON-CURRENT ASSETS 
Mortgages and’ other, long-term receivables @ os... 492 eee eee 


Investment in marketable securities, at cost (quoted 
market: 1978—$170,0007:1977—$103, O00) sacs oe eter ee een 


Real estate held forresale; at:cost 03 9 a ee ee ee 


PROPERTY, PLANT AND EQUIPMENT, at cost 
Natural gas transmission lines and distribution systems .................... 
Plant7buildines“and: equipment ...c. se ree ere 
Land and Jland rightsis 2.3. adhe. oa. sok oe ee me ee es 
Construction“work in process ..5) 2k. sea see ee ee nee 


Accumulated depreciation ...g. 2...) on eee er 


Interest in:petroleum, and natural: gas properties mies.ie ee 
Accumulated depletion’ 3.403¢-8.. eee Pe Wun 1 ReaNl es ea Pence hs rane 


DEFERRED CHARGES UNAMORTIZED 
Preference sharestssue: cOStS: (225.Jia..0i a ert ae tee ee 
Bongetermdebtiissue: costs 23. avn oe wee eee ie eee et 
Ratemhearine costs once 5 2.9 sc.sac 5 6-110 < Ree ana tg een 
DEPreEClaHOni en. yn Test ee ose tes 5-3 cle Me Rn ay ite ec a a 


See accompanying summary of accounting policies and notes. 
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Consolidate 


1978 1977 
$ 137,650 See 

5,510,229 5,577,447 
1,854,844 1,799,239 
451,029 254,773 
7,953,752 7,631,459 
136,636 141,741 
124,000 100,000 
886,319 823,879 
1,146,955 1,065,620 
109,188,782 103,199,721 
6,246,663 5,510,850 
2,116,932 1,996,405 
387,885 1,859,849 
117,940,262 112,566,825 
19,795,479 16,425,066 
98,144,783 96,141,759 
175,907 172,902 
64,233 63,420 
111,674 109,482 
98,256,457 96,251,241 
1,358,640 1,390,460 
958,297 779,506 
234,132 254,377 

1,150,206 a! 
3,701,275 2,424,343 
$111,058,439  $107,372,663 


3alance Sheet 
‘une 30 


Liabilities 


CURRENT LIABILITIES 
BRMOATIEALICE SOL CEM MOlES he en Sen te ee ee eee tae ede caterer 
RSPR AVS lO i a rent ei tee ceria psn sae ees © 6 ae ot ee Sea oes 
OT ales CEN aT FC 50S So essay Paty re eae Cae Pa ann 7 ea oe en verter 
eC Sires ah toed Wa AA ree Oey Magee econ «Hide UGE y Pee zeN eR 
Seeopert -irancnise-ard other taxes accrued 240) 4.ikw. i Sees be we ee 
mereresmaecruedsOrnnone-term Gebt ys saa ches Poe ae ws). cargoes eae 
memo oruon or long-term debti 4 hn) oth 5 ale soins aio bast a e's Woletab tele ys 


i em D EE Le INGOtG22) Notes s oe cece! ok i524 5 ape 4 ssn) ssn | Shemale cya Se 
fee DSIINGCOME, TAXES (Note l).. 0.0.22 eed ene ests nominee tee 


Shareholders’ Equity 


CAPITAL STOCK (Note 3) 


5% Cumulative redeemable preference shares, par value $20 per share 
PtEMOLIZ Cs ANGcISSUUCC 7400 U0 SNAICS = «5 co sch face oe mcs Kees aeeae aes 


10% Cumulative redeemable second preference shares, 
par value $25 per share 
PEMOTIZCC Talc Issued: 400,000 Snares’ -.. <a. 5 she eles e wlowe Ses pe beleceas « 


Common shares, par value $1 per share 
Authorized: 5,000,000 shares 


Issued: eS ee 2 IGIVATOS anne nia ee ik Ohi sai when ne SENS tle SRO Ra a aS 
evirovic®) N-CGONIMON SHARES... oc 2 cic os oh siiens tees olives 
Pee ED eA ININGSrNote:4) 1. scam se tebe neidos Seek Gale os ee os 


Approved on behalf of the Board 


4 Lact af Director 
FELL Lo. Director 


1978 1977 
$ — $ 10,714,737 
4,412,603 4,564,324 
350,000 350,000 
1,489,676 1,389,456 
3,162,583 2,420,676 
503,164 423,917 
603,461 599,395 
10,521,487 20,462,505 
54,523,089 43,976,550 

1,829,733 = 
8,000,000 8,000,000 
10,000,000 10,000,000 
2,822,122 0,890,109 
5,483,218 5,483,218 
17,878,790 16,628,268 
44,184,130 42,933,608 
$111,058,439  $107,372,663 


INLAND NATURAL GAS CO. LTD. 


and Wholly-owned Subsidiaries 


Consolidated Statement of Changes 
in Financial Position 
For the year ended June 30 
1978 


SOURCE OF WORKING CAPITAL 1977 


Operations 


Net income 


Ore, O° 6 se: 0: © 10) 6 10 © (0. © (one (0 6 0 0) ©, © © © 6 © (0) \¢ ©) © Ju) 0 6 (0) 6 16 (6 (e OLie 010-6 0: @| 0: 0) 6, 0) 0) @) 0).0' (6) (6) 6 0 6,40) 


Items not involving working capital 


$ 4,940,040 


$ 5,497,041 


Depreciation,and amortization’. 22 «eerste 2,936,078 2,362, 196 
Deferred income: taxes: 22) ss enc 0 ee ee 1,829,733 — 
Other ieee e aie bake ad I ae Nie Oe A ae ee —_ (258,846) 
Total fromzoperations i. 4.00 te aes eee eee eee 9,705,851 7,600,391 
Long-term debt:issued 13. 5.5.9 esis « oo iin the in nots renee etree ee cere ea 12,000,000 —= 
Other=net sacs Rees he ne ee ee ee ee (81,338) 609,990 
21,624,513 8,210,381 
APPLICATION OF WORKING CAPITAL 
Additions:to property, plant and’equipment =. eee 5,904,741 8,257,079 
Dividends on preference and'commion’ shares =. ..).206 ee 3,657,698 3,701,698 
Reduction of long-termdebt 7250.2. ee ee 1,353,675 1,454,533 
Long-term debt issue COStS4 .. ce. Rance ete es recreate nee eer 334,549 — 
Rate hearing’ costs: nese o)cs se eS os oe ere ar es 110,539 254,377 
11,361,202 13,667,687 
DECREASE (INCREASE) IN WORKING CAPITAL POSITION..... (10,263,311) 5,457,306 
Working capital ‘deficit at beginning Of years... ees ee ee 12,831,046 7,373,740 
WORKING CAPITAL DEFICIT -AY¥ END OF YEAR $ 2,567,735 $12,831,046 


See accompanying summary of accounting policies and notes. 


To the Shareholders AUDITORS’ REPORT 


Inland Natural Gas Co. Ltd. 


We have examined the consolidated balance sheet of Inland Natural Gas Co. Ltd. as at June 30, 1978 and the 
consolidated statements of income, retained earnings and changes in financial position for the year then ended. 
Our examination was made in accordance with generally accepted auditing standards, and accordingly included 
such tests and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the company as at 
June 30, 1978 and the results of its operations and the changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles which, except for the change in the method of 
accounting for income taxes as described in Note 1, have been applied on a basis consistent with that of the 


preceding year. 
T Aorosic, Kitt ae 


Chartered Accountants 


Vancouver, B.C. 
August 31, 1978 
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INLAND NATURAL GAS CO. LTD. 


and Wholly-owned Subsidiaries 


Summary of Accounting Policies 


The Company and its transmission subsidiaries are regulated utilities and their accounting records and practices 
conform to the requirements of their respective regulatory authority. Significant accounting policies are set out 
below: 


Principles of Consolidation 

The consolidated financial statements include the accounts of Inland Natural Gas Co. Ltd. and its subsidiaries 
Peace River Transmission Company Limited, Grande Prairie Transmission Co. Ltd., Inland Development Co. Ltd., 
St. John Gas & Oil Co. Ltd. (N.P.L.), Inland Transmission Co. Ltd. and Inland Development (1957) Co. Ltd., all of 
which are wholly-owned. 


Property, Plant and Equipment 

The cost of utility plant additions, major renewals and betterments, including direct costs, general and 
administrative costs allocable to construction and interest on funds used during construction are capitalized. The 
cost of depreciable utility plant retired together with removal costs less salvage is charged to accumulated 
depreciation. Maintenance and repair costs of a routine nature are charged to expense as incurred. 


Depreciation 

Depreciation of plant in service is computed on a straight-line basis whereby rates for each class of plant, designed 
to amortize the cost of the assets over their estimated useful lives, are applied to the Company’s investment in 
such plant at the beginning of the year. The application of these rates for the year ended June 30, 1978 results in a 
composite rate of 2.33%. Rates for major plant classifications are as follows: 


Transmission and distribution mains 2% 
Meters, compressors, buildings, measuring and regulating equipment 3% 
General equipment 5% to 15% 


Depreciation not recorded by the Company during the period 1958 to 1963 in the amount of $2,087,067 was being 
provided over a 45 year period commencing July 1, 1963 in annual amounts of $46,379 as approved by the former 
Public Utilities Commission. The British Columbia Energy Commission’s Decision dated August 31, 1977 in the 
matter of the Company’s Application to amend its tariffs, directed the Company to record the amount not 

yet provided ($1,437,757) as a deferred charge and amortize it in annual amounts of $287,551 commencing 

jaly 1, 1977. 


Deferred Charges 

Long-term debt issue costs are amortized over the original lives of the related debt. Gains on purchase of debt 
securities for sinking funds are amortized over the remaining lives of the related debt as a reduction of debt 
charges. 

5% Preference share issue costs are amortized to retained earnings at the prescribed annual rate of 1%. 

10% Second preference share issue costs are amortized to retained earnings over a 21 year period. 


The majority of rate hearing costs are being amortized over two years commencing July 1, 1977 and the balance 
amounting to $129,186 over a ten year period. 


Income Taxes aii tila 
The Company accounts for income taxes by the tax allocation basis whereby it makes full provision in its accounts 


for deferred income taxes corresponding to the reduction in income taxes currently payable resulting from capital 
cost allowances and other deductions claimed for tax purposes in excess of the related amounts recorded as 
expense in its accounts. 

Prior to June 30, 1977 the Company made no provision in its accounts for such reductions in income taxes which 
amounted to $16,466,917 at that date. It is expected that any future increased tax expense resulting from this 
previous policy will be allowed in future rate determinations (see Note 1). 
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Pension Plan 

The companies have pension plans for their employees which have been revised and amended from time to time. 
The plans require that actuarial studies be prepared every three years. The most recent actuarial valuations were 
prepared as at January 1, 1976 for the plan for salaried employees and as at April 1, 1976 for the plan for other 
employees. The estimated unfunded liability for past service benefits is $298,600 as at June 30, 1978. Based on 
actuarial advice, this amount together with interest is being funded and charged to operations at 2.6% of related 
payroll to 1986. 


Earnings Per Common Share 

Earnings per common share are calculated using the weighted monthly average number of shares outstanding 
during the respective fiscal years. Dividend requirements on preference shares of $1,400,000 in 1978 and $1,444,000 
in 1977 are deducted from net income for purposes of these calculations. 

There would be no material dilution of earnings per share if the outstanding common share purchase warrants had 
been exercised during the year. 


Notes to Consolidated Financial Statements 


1. Change in Accounting Practices 

The Company’s Application to amend its tariffs included a request to change the method of accounting for income 
taxes in its accounts and for regulatory purposes from the taxes payable basis to the tax allocation basis and to 
recover such additional taxes concurrently in rates charged to customers. The Decision from the British Columbia 
Energy Commission, dated August 31, 1977, approved the Company’s request and instructed the Company to 
introduce deferred income taxes into its accounting system in the year ended June 30, 1978 and to continue to 
recognize by note to the financial statements the unrecorded tax allocation balance which had accumulated in 
prior years. Accordingly, the foregoing practices were introduced by the Company commencing July 1, 1977. 


2. Long-Term Debt Total Current Long-Term 
Outstanding Liability 1978 1977 


Inland Natural Gas Co. Ltd. 
First mortgage sinking fund bonds 


644% Series C, due May 1, 1983 $12,652,000 $ 66,000 $12,586,000 $13,348,000 

8% Series D, due December 31, 1989 .............. 4,457,000 118,000 4,339,000 4,457,000 

81/4 % Series E, due November 1, 1991 ............. 6,958,000 3,000 6,955,000 7,110,000 

86%, Series. FY. due-Aprilvi5/21993 onary eee ere 7,248,000 138,000 7,110,000 7,250,000 

1148 %:- Series G, due June 15,41995aee ee ere 11,650,000 205,000 11,445,000 11,650,000 

42,965,000 530,000 42,435,000 43,815,000 

Sinking fund debentures 

97/3 % Series A, due November 30, 1997 ............ 12,000,000 — 12,000,000 — 
Inland Development Co. Ltd. 

9% Mortgage, due January 1, 19809...) a2 161,550 73,461 88,089 161,550 


$55, 126,550 $603,461 $54,523,089 $43,976,550 


The first mortgage bonds are secured by a Trust Deed which constitutes in favour of the Trustee a first, fixed and 
specific mortgage and charge of and upon certain property of the Company and a first floating charge on the 
undertaking and all other property and assets, present and future of the Company, in the manner and to the extent 
set forth in the Trust Deed. 


The Series A debentures are unsecured obligations of the Company but are subject to the restrictions of the Trust 
Indenture dated November 1, 1977. 


The trust agreements relating to the bonds and debentures require the Company to establish sinking funds 

to retire various amounts of each issue prior to maturity. The annual requirements to date have been fulfilled 
by retirement of the stipulated amount of such securities. Sinking fund requirements and debt maturities over the 
next five years, after giving effect to purchases and retirements as at June 30, 1978, are: 1979, $530,000; 1980, 
$1,482,000; 1981, $1,838,000; 1982, $1,958,000; 1983, $11,105,000. 
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3. Capital Stock 
(a) 5% Cumulative Redeemable Preference Shares 


The 5% preference shares are redeemable at the option of the Company on thirty days notice at a price of $21 
per share. 


(b) 10% Cumulative Redeemable Second Preference Shares 


The 10% second preference shares are not redeemable before July 1, 1981 but will be redeemable thereafter at the 
option of the Company at a price of $26.25 per share if redeemed on or before June 30, 1982, and at prices reducing 
annually to $25 per share if redeemed after June 30, 1986. 


The Company is required, in each calendar quarter commencing with the third calendar quarter of 1977, to 
purchase for cancellation 5,000 10% second preference shares in the open market at prices not exceeding $25 per 
share. If, in any calendar quarter, the Company is unable to purchase 5,000 shares, its purchase obligations carry 
over to succeeding calendar quarters for a total of 20,000 shares during each 12 month period ending June 30, 
after which date the Company has no further obligation to purchase shares for that period ending June 30. During 
the year ended June 30, 1978, the market price exceeded $25 per share and, accordingly, the Company did not 
purchase any shares. 


(c) Common Shares 


The Series D bonds were issued with share purchase warrants which entitled holders to purchase common shares 
of the Company on or before June 15, 1979 at $17.50 per share, such price being subject to adjustment in certain 
events. On June 21, 1971 following the issue of common shares pursuant to the rights offering, the warrant 
exercise price was adjusted to $16.83 per share. 75,000 unissued shares have been reserved to meet this 
commitment. 


4. Retained Earnings 
The Trust Deed relating to the First Mortgage Sinking Fund Bonds contains certain restrictions upon the payment 
of dividends. At June 30, 1978 all of the Company’s retained earnings were free of such restrictions. 


5. Remuneration of Directors and Senior Officers 

The aggregate direct remuneration paid by the Company to directors and senior officers, who numbered 8 in 1978 
and 7 in 1977 (including the five highest paid employees), for the year ended June 30, 1978 was $323,478 
(1977—$264,883). 


6. Anti-Inflation Act 

The Company is subject to controls on dividends to the holders of the Company’s common shares under 

the federal government's anti-inflation guidelines which became effective October 14,1975 and are scheduled to 
terminate in 1978. 


7. Capital Expenditures 
Capital expenditures for 1979 are estimated at $6.2 million. Cash requirements will be provided by established 
corporate lines of credit together with cash from operations pending future financing. 


8. Events Subsequent to June 30, 1978 

Rate Relief—On July 28, 1978 the Company applied to the British Columbia Energy Commission for an order 
approving revisions to its tariffs, both on an interim and permanent basis. By Order dated August 11, 1978, the 
Commission granted the Company an interim increase effective September 1, 1978 amounting to approximately 
$1.5 million on an annual basis, and set down a Public Hearing to commence November 7, 1978 in connection with 
the application for permanent rate relief. The interim rate increase is subject to refund with interest if subsequently 
so ordered by the Commission. 


Accounting Changes—The British Columbia Energy Commission’s Decision of August 31, 1977 directed the 
Company to adopt its proposed new method of overhead allocation effective July 1, 1978. By Order dated July 7, 
1978 the Commission granted the Company’s request to defer the implementation of the proposed method of 
overhead allocation without prejudice to the Company’s right to reapply. The Company’s Application for 
permanent rate relief referred to above, includes a request to implement the new method of overhead allocation 
concurrently with the recovery in rates of such additional costs. 
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_ INCOME — CENTS 


DISTRIBUTION OF REVENUE 


PURCHASE 
OF GAS 
62.1 


INTEREST 4 


YEAR ENDED JUNE 30, 1978 


NET INCOME AND DIVIDENDS 
PER COMMON SHARE __ 


INCOME PER SHARE 
RETAINED IN COMPANY 


DIVIDENDS PAID PER 
COMMON SHARE 


— 


Comparative Statement c 


Ty RR ne ee 


1978 
REVENUE 
Sale:of pasta. Sey ek Ts ee $65,980 ,46( 
Transportation; revenue’ <n. .rs. 879 ,07( 
Other-income@« oo eke os ee 450,15° 
67 ,309 68° 
EXPENSES 
Purchase of a8 3. 06.4../5 ose 41,164 28; 
Operation-and maintenance ..5.5...3 eee 5 924,60: 
Property and other taxes'..2-2 7... he) ee 1,482 ,42' 
Franchise fees 3 27 2s... t nee eee 1,606 53 
Depreciation 4s. Se... 2.46 nee. es ee 2,673 ,20! 
Interest-on borrowed money -.. :. 0.22. --.eeee 4,941,83° 
Amortization of long-term debt issue costs ..... 55,97) 
Interest charged to construction (credit) ........ (81,91. 
_57,766,94 
INCOME BEFORE INCOME TAXES. ..... 9,542,74 
Income. taxes’ —.cutrent-.i. ..05 12 33. eee 3 ,092,25' 
— deterred 2.25 66. i ee 1,829,73. 
4,921,99. 
NEP INCOME: 235.) afer 4,620,74 
Income from subsidiary companies (net)........ 319/22 
NET CONSOLIDATED INCOME ........ $ 4,940,04 
DIVIDENDS 
Preference:sharesissc2.. Shel ea eee $ 1,400,00 
Gommioncshares, ote es fe ace ha ee 2,257 ,69 


lotal: dividends n:4u22.. Hee Ee eee $ 3,657,69 


NUMBER OF COMMON SHARES average _2,822,12. 
EARNINGS PER COMMON SHARE 
(after provision for preference dividends) ..... $ 1.2) 


DIVIDENDS PER COMMON SHARE ... $ 8 
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consolidated Income and Dividends 


1977 1976 1975 1974 1973 1972 1971 1970 1969 
| 49,324,042 35,786,016 32,414,184 27,272,202 22,664,204 18,269,877 15,544,855 14,146,424 13,960,737 
825,950 296,700 296,700 296,700 288,880 260,023 234,030 229,032 199,400 
429,984 445,086 SLO ILL 488,703 S02, 212 Seb IC 242,211 219,027 259,489 
979,976 36,527,802 33,039,855 28,057,605 23,305,796 18,861,091 16,021,096 14,595,083 14,419,626 
29,515,461 19,423,365 18,663,501 14,155,016 10,403,343 8, 117,278 6,949,267 6,650,914 6,702,964 
5,013,262 4,042,170 3,197,242 2,723,477 2,382,680 2,015,214 L718,627 1655,258 1,764,769 
1,271, 164 1153,879 920,547 791,254 650,950 541,075 475,903 430,785 386,764 
253,327 922,028 839,649 649,628 455,525 301,975 SEC Pabe) 258,094 297,692 
2,240,407 1,732,656 1,661,278 1,554, 102 1,447,087 rah Pa ted! 1,154,571 1,037,895 965,584 
4,505,881 4,982,241 3,678,765 3,019,393 2,662,467 2,901,999. 15950; 005 1,948,695 1,791,638 
| a, 202 54,665 47,009 60,190 63,323 67,179 67,157 74,994 97,625 
(30,682) (563,583) (6297712) (15,240) (38,663) (264,894) (24,228) (18,806) (25,023) 
meeou2,072 31,747,921 28,478,279 22,937,817 18,026,712 14,381,551 12,626,471 12,037,829 11,942,013 
6,777,904 4,779,881 4,561,576 Syne Piheks: 5,279,084 4,479,540 3,394,625 2,957,294 2,477,613 
1,615,707 212,678 703,700 1,446,269 1,495,561 994,769 956,362 p97 oll 490,580 
1,615,707 212,678 703,700 1,446,269 1,495,561 994,769 956,362 594,511 490,580 
5,162,197 4,567,203 3,857,876 37073019 OP183j029 3,484,771 2,438,263 1,962,743 1,987,033 
334,844 238,714 220,507, 216,009 99,708 281, 130 207,694 179,306 215,613 
5,497,041 4,805,917 4,094,233 3,889,528 37;883,201 3,765,901 2,645,957 2,142,049 2,202,646 
1,444,000 400,000 400,000 400,000 400,000 400,000 400,000 400,000 400,000 
2,257,698 2,257,698 2,088,370 2,031,928 1,947,264 WIZ 937, 1,414,514 1,285,921 1,228,367 
3,701,698 2,657,698 2,488,370 2,431,928 2,347,264 PAVE 1,814,514 685/921 1,628,367 
2,822,122 2,822,122 28227122 278227122 27822122 2,022,122 2,578, 100 2,571,843 2,437,550 
1.44 1.56 ou 1.24 123 Pg .87 .68 .74 
.80 .80 74 72 .69 63 se 5) .00 90 
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—_  1OTML DEEL 
99>) PREFERENCE SHARES 
COMMON SHARES, PREMIUM _ 
& RETAINED EARNINGS 


S @ @  (640.5.41.6 jue 
(23.4379 a 


1969 1970 1971 1972 


"MILLIONS OF DOLLARS 


_ MILLIONS OF DOLLARS 


e 5 ; AN 
s «@ a a a Sy = = = 


1969 1970 1971 1972 1973 1974 1975 1976. 


Consolidated Balang 


MILES OF COMPANY OWNED LINES 


‘Transmission. 2... 2 vs ss es eee 
Distribution2&. Se. ee ee eee 
ServiceSiie mca Ss. ones Be eee 


UTILITY PLANT ($000) 


JPANSIMISSION 3.04 6. oes Gc. Poet ee eee 
Distribution (66s bs. Cae oe oes ee 
Stand-by (OG Rae eS bie as Bs Oe eee 
General nis .cicnst.: jeortacta sie raneden Soleo ot pene ee 
Construction work in process... 3.4)... 
Totalcutility plant <0 \3 25. cn a 
SUBSIDIARIES, PLAN] eee 
ACCUMULATED DEPRECIATION 
Inland’ Natural'Gas: Go. Lidvs.. 2. es ee 
Subsidiary companies (including depletion) ..... 
NET CONSOLIDATED: PEANT (23-3 
CAPITALIZATION ($000) 
First mortgage bonds). 22722.) a ee 
Debentures 7 re lee ee es pied ee 
Short-term notes and bank loan (net) .......... 
Total debts esis. s Sa ascaoece 6 he eee 
Preference shares’... <3o4.... oat 0 oe eee 
Gommon shares 05-5: Oa eee ee 
Premium.on;common:sharese....4.e +e 
Retained camings. 23.003. sae a 


PERCENT OF TOTAL CAPITALIZATION 
First mortgage bonds 425.5 a5 see 
Debentures u's 505.0... a5 cia see eee 


dotal-percent of debt 5 feeccrse Sena eee 
Preference: shares: ¥:....a8eeuee oe 
Common:shares trie ch. os a eee eee 
Premium on-commaon shares... 4. oe eee 
Retained -earnings®. 3. k:.2 a0 


RATIOS 


First mortgage bond interest—times earned ..... 
Total debt interest—times earned .............. 
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1976 


889 
201 
937 
122 


53,981 
43,613 
882 
2/28 
461 


101,665 


Sls) 
105,378 


13,494 

1,148 
14,642 
90,736 


45,498 
4,151 
1,187 


1975 


1973 


LITE 
1,000 
740 
116 


337190 
33,000 
883 
Daeyy 
618 


70,228 


3,470 
73,698 


9,267 
O12 


10,179 
63,019 


35,810 
4,623 
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1972 


769 
898 
671 
115 


31,680 
277008 
913 
2,020 
59] 


65/270 


3,343 
68,613 


6,225 
844 


1971 


624 
831 
614 
115 


22,002 
26,820 
364 
2097 
3,499 
59,832 


2,708 
58,540 


AREA TEMPERATURES 


BASED ON 30 YEAR AVERAGE 
Climatology Division, Meteorological Branch 
Dominion Dept. of Transport 


COLDER ‘Normal Average System Degree Days 4099 


NORMAL 


WARMER 
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Comparative Statement of Sale: 


REVENUE ($000) 


Residetitial ¢... 225 e006) oo ee ee 
Commercial usec) Sn ee eee 


SALES VOLUME (MMcf) 


Residential )...234460.0.23. 3 a eee 


omall-industrial@.....%..4 .a.s os 34 
Large industrialiand other: 4... 0. eee 


Total natural gas sales volume ~ 2. . 3.22.2 


CUSTOMERS AT YEAR END 


Residential ..5 5.43... ee eee 
Commercial 34 ee eee ee ee 


CUSTOMER STATISTICS 


Average use per customer (Mcf) 


Residentialy. 330325 Sai eee oe eee 
Commerdal seat! Ss eee eee 


Average rate per Mcf 


Residential) “SA is ee ee eee 


COST OF NATURAL GAS 


PURCHASED 6000); 22-.  eee 


VOLUME OF NATURAL GAS 


PURCHASED (MMcti2. +.) ane aan 


MAXIMUM DAY SENDOUT (Mef) 


Including interruptible; 2 2... --- eee 


DEGREE, DAYS sbase-18°@)) eee 


PAYROLL STATISTICS 


Wages and benefits ($000) <. 7:2 S25 ee 
Number of employees (average) ............ 


*excluding subsidiary companies 
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1978 


42,13 


204,29: | 
| 


4,19 


$ 6,24. 
26, 


Purchases and Other Statistics* 


1977 1976 
12,465 10,561 
9,869 8,318 
7/72. 5,053 
19,218 11,854 
49,324 35,786 
7,445 7022. 
0, 199 6,221 
200 4,723 
20,594 16, 156 
40,176 34,622 
62,763 59,300 
8,580 8,034 
108 100 
71,451 67,434 
122 132 
746 802 
1.67 1.40 
#59 1.34 
29/515 19,423 
39,763 34,247 


169,224 157,966 
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5,996 4,887 
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DIRECTORS 


Robert G. Brodie 
+*Ronald L. Cliff 


President, Merit Oil Co. Ltd. 
Chairman of the Board, 
Inland Natural Gas Co. Ltd_ 


Roderick M. Hungerford President, Flex-Lox Indusiries Lid_, 


+*J. Norman Hyland 
+ Robert E. Kadlec 
Thomas G. Rust 


HEAD OFFICE 


President, Granduc Mimes Ltd. 
President, Inland Natural Gas Co. Lid. 
President and Chief Operating Officer, 
Crown Zellerbach Canada Limited 
Vice-President, Okanagan Holdings Ltd. 
Executive Vice-President and Chief 
Financial Officer, 

Inland Natural Gas Co. Ltd. 

Partner, Richardson Securities of Canada 


AB Drecors aide »@ Sc Goi 


Vice-President, Operations 
Vice-President. Treasurer and Coniroller 
Assistant Secretary 


1066 West Hastings Street, Vancouver, B.C. V6E 3G3 
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Grande Prairie Transmission Co. Lid. 
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INLAND NATURAL GAS CO. LTD. and wholly-owned subsidiary companies 


TO OUR SHAREHOLDERS 
CONSOLIDATED STATEMENT OF CHANGES 


IN FINANCIAL POSITION 


CONSOLIDATED STATEMENT OF INCOME 
Six Months Ended — 


Earnings 


Dec. 31, 1978 Dec. 31, 1977 Six Months Ended : J 
REVENUE Qa Dec. 31, 1978 Dec. 31, 1977 A comparative consolidated statement of 
SAICIONICAS Mier ete eins Ce $38,874,812 $32,214,300 SOURCE OF WORKING CAPITAL income together with a comparative con- 
HT GAanNspOratvOn TEVENUE-< cia c ss sees. 43,296 637771 Net income for the six months........ $ 2,286,203 $ 2,422,228 solidated statement of changes in financial 
Other operating revenue.......... ae 211,115 210,000 Add-Non-cash charges to income position for the six months ended December 
39,129,22 33,062,071 Depreciation and amortization ..... 1,542,141 1,458,698 31, 1978 and December 31, 1977, are includ- 
EXPENSES << Deterred incometaxess.. ne oe 864,594 943,008 ee in an report. Earnings bie ae 
share, after providing for dividends on 
Purchase of ga8 ......000.--+. fein 25,241,303 20,362,047 S eeeanana et G2 satan Oirnyt: Pee er lg ei cr ee 
Operation, poe) eae SEN ew seen Sea pared to 61¢ in the corresponding period last 
and administrative. Chie pee 3,448,778 2,723,317 4,692,938 16,823,934 year. The earnings for the period under 
Property, franchise and other taxes ... iio,io3 1,403,155 APPLICATION OF WORKING CAPITAL review are considerably higher than an- 
Depreciation:........; Wace sets 6 ne ew tates os 1,448 ,698 1,366,498 Additions to property, plant ticipated because of the unusual  cir- 
Interest and expense on long-term debt. 2,448,023 = 2,032,977 and equipments sete meee 3,418,021 3,930,913 Punierantestoutlined below: 
Oiher interest]. .s..<' Sheeaneh erates cht as 162,704 455,204 Dividends on preference and 
Interest charged to construction ..... (11,197) (__—77,034) COMMON shares. vue. we. ween 1,828,849 1,828,849 Dividends 
34,518,042 28,266,164 Reduction of long-term debic ae: 333,541 284,500 On January 16, 1979 your Board of Direc- 
Income before income taxes....... 4,611,181 4,795,907 Cost of issuing securities......-...... x 322,824 tors declared Quarterly Dividend No. 61 in 
Peres ice = a a Q@iher=net>..../ A ae eo eee ae 209,526 137,394 the amount of 20¢ per common share to 
Current........ Pees, nee 1.460,384 1,430,671 Sa ANS eicelataul! SHEMIO GeaSTous eoeeie Gu Leela She EN 
Deferred...... eee Sew $64,594 943,008 DECREASE (INCREASE) SIS RGIS DRE STOUT SL DAVE LP 
~2324,978 2,373,679 IN WORKING CAPITAL.......... 1,096,999 (10,319,454) 1979. 
=o Working capital deficit at June 30..... 2,567,735 12,831,046 
INEMISTING OME tase resins. 0% sa Sere 2,286,203 = 2,422,228 Revenue 
Dividends declared — Inland’s natural gas sales volume increas- 
WMIDICLCTENCE SHALES 28 feos his .4s sels 700,000 700,000 WORKING CAPITAL DEFICIT ed slightly in the current period to 21,454,071 
$ 1,586,203 $ 1,722,228 ATIDE CHS le eee Eee: Pees $ 3,664,734 $ 2,511,592 Mcf from 20,997,629 Mcf in the comparable 
EARNINGS PER COMMONSHARE..  $ 0.56 §$ 0.61 Ui a Mei hae ieee epoca rah nusban, OP A 
= A aprovedeon behalf ofc Beard dential and commercial customers were 
Common shares outstanding on 7,337,353 Mcf compared to 6,954,427 Mcf 
December od Stp aches 5. altos we aegis 2 2,022,122 2,822,122 last year. The weather, which was the same 
Total gas sales volume (Mcf) ee be as last year for this period, has been 11% 
eniand vn: ee ee 21,454,071 20,997,629 ie ZBCA Rh: mts colder than normal. The increased residen- 
SE SMOSICIATICS sc ark ke a oo 0 e 0 a Pe 1,609,919 1,694,230 tial and commercial volumes result from the 
23,063,990 22,691,859 addition of approximately 3,000 customers 


Director 


The above statements have been prepared from the books of account and are unaudited. 


since December 31, 1977. 


In recent years pipeline interruptible gas 
from Westcoast Transmission Company 
Limited has not been available to the Com- 
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